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Application: The CPO of the investor fund
may multiply the percentage restriction ap-
plicable to each investee fund by the per-
centage of the investor fund’s allocation of
assets to that investee fund to determine
whether the CPO is operating the investor
fund in compliance with Rule 4.13(a)(3)(ii)(A).

4. Situation: An investor fund CPO allocates
the fund’s assets to one or more investee
funds, and it has actual knowledge of the
trading limits and commodity interest posi-
tions of the investee funds, e.g., where the
CPO or one or more affiliates of the CPO op-
erate the investee funds. (For this purpose,
an “‘affiliate’” is a person who controls, who
is controlled by, or who is under common
control with, the CPO.) It does not allocate
any of the investor fund’s assets directly to
commodity interest trading.

Application: The investor fund CPO may ag-
gregate commodity interest positions across
investee funds to determine compliance with
the trading restrictions of Rule 4.13(a)(3).
For this purpose, the aggregate assets of the
investee funds would be compared to the ag-
gregate of their commodity interest posi-
tions (as to margin or as to net notional
value). The investor fund CPO should use the
results of this computation to determine its
compliance with the trading limits of Rule
4.13(a)(3).

5. Situation: An investor fund CPO allocates
no more than 50 percent of the fund’s assets
to investee funds that trade commodity in-
terests (without regard to the level of com-
modity interest trading engaged in by those
investee pools). It does not allocate any of
the investor fund’s assets directly to com-
modity interest trading.

Application: The investor fund CPO may
claim relief under Rule 4.13(a)(3).

6. Situation: An investor fund CPO allocates
the fund’s assets to both investee funds and
direct trading of commodity interests.

Application: The investor fund CPO must
treat the amount of investor fund assets
committed to such direct trading as a sepa-
rate pool for purposes of determining compli-
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ance with Rule 4.13(a)(3)(ii), such that the
commodity interest trading of that pool
must meet the criteria of Rule 4.13(a)(3)(ii)
independently of the portion of investor fund
assets allocated to investee funds.

[68 FR 47236, Aug. 8, 2003; 68 FR 52837, Sept.
8, 2003]

APPENDIX B TO PART 4—ADJUSTMENTS
FOR ADDITIONS AND WITHDRAWALS IN
THE COMPUTATION OF RATE OF RE-
TURN

This appendix provides guidance con-
cerning alternate methods by which com-
modity pool operators and commodity trad-
ing advisors may calculate the rate of return
information required by Rules 4.25(a)(7)(i)(F)
and 4.35(a)(6)(i)(F). The methods described
herein are illustrative of calculation meth-
ods the Commission has reviewed and deter-
mined may be appropriate to address poten-
tial material distortions in the computation
of rate of return due to additions and with-
drawals that occur during a performance re-
porting period. A commodity pool operator
or commodity trading advisor may present
to the Commission proposals regarding any
alternative method of addressing the effect
of additions and withdrawals on the rate of
return computation, including documenta-
tion supporting the rationale for use of that
alternate method.

1. Compounded Rate of Return Method

Rate of return for a period may be cal-
culated by computing the net performance
divided by the beginning net asset value for
each trading day in the period and
compounding each daily rate of return to de-
termine the rate of return for the period. If
daily compounding is not practicable, the
rate of return may be compounded on the
basis of each sub-period within which an ad-
dition or withdrawal occurs during a month.
For example:

Account value Change in value

Start of month .............c.......

End of 1st acct. period .

$10,000 | +10% ($1,000 profit).
11,000 | $4,000 addition.

Start of 2nd acct. period ....

15,000 | —20% ($3,000 loss).

End of 2nd acct. period ......

12,000 | $2,000 withdrawal.

Start of 3rd acct. period

10,000 | +25% ($2,500 profit).

End of month ... . ............. .

12,500

Compounded ROR = [(1 +.1)(1 — .2)(1 + .25)] — 1 = 10%.

2. Time-weighted method

Time-weighting allows for adjustment to
the denominator of the rate of return cal-
culation for additions and withdrawals,
weighted for the amount of time such funds
were available during the period. Several
methods exist for time-weighting, all of

which will have the same arithmetic result.
These methods include: dividing the net per-
formance by the average weighted account
sizes for the month; dividing the net per-
formance by the arithmetic mean of the ac-
count sizes for each trading day during the
period; and taking the number of days funds
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were available for trading divided by the
total number of days in the period.

[68 FR 47236, Aug. 8, 2003; 68 FR 53430, Sept.
10, 2003]

PART 5 [RESERVED]

PART 7—CONTRACT MARKET RULES
ALTERED OR SUPPLEMENTED BY
THE COMMISSION

Subpart A—General Provisions

Sec.
7.1 Scope of rules.

Subpart B [Reserved]
7.100-7.101 [Reserved]
Subpart C—Board of Trade of the City of
Chicago Rules
7.200-7.201 [Reserved]
AUTHORITY: 7 U.S.C. 7(a) and 12a(7).

SOURCE: 45 FR 51526, Aug. 1, 1980, unless
otherwise noted.

Subpart A—General Provisions

§7.1 Scope of rules.

This part sets forth contract market
rules altered or supplemented by the
Commission pursuant to section 8a(7)
of the Act.

Subpart B [Reserved]
§§7.100-7.101 [Reserved]

Subpart C—Board of Trade of the
City of Chicago Rules

§7.200-7.201

PART 8—EXCHANGE PROCEDURES
FOR DISCIPLINARY, SUMMARY,
AND MEMBERSHIP DENIAL AC-
TIONS

Subpart A—General Provisions

[Reserved]

Sec.
8.01
8.02
8.03

Scope of rules.
Implementing exchange rules.
Definitions.

Subpart B—Disciplinary Procedure

8.05 Enforcement staff.

§8.02

8.06
8.07
8.08
8.09
8.10
8.11
8.12
8.13
8.14
8.15
8.16
8.17
8.18
8.19
8.20

Investigations.

Investigation reports.

Disciplinary committee.

Review of investigation report.
Predetermined penalties.

Notice of charges.

Right to representation.

Answer to charges.

Admission or failure to deny charges.
Denial of charges and right to hearing.
Settlement offers.

Hearing.

Decision.

Appeal.

Final decision.

Subpart C—Summary Actions

8.25 Member responsibility actions.

8.26 Procedure for member responsibility
actions.

8.27 Violations of rules regarding decorum,
submission of records or other similar
activities.

8.28 Final decision.

AUTHORITY: 7 U.S.C. 6¢c, 7a, 12a and 12c, un-
less otherwise noted.

SOURCE: 43 FR 41950, Sept. 19, 1978, unless
otherwise noted.

Subpart A—General Provisions

§8.01 Scope of rules.

This part sets forth the standards to
be followed by an exchange in estab-
lishing procedures for investigating
and adjudicating possible rule viola-
tions within the disciplinary jurisdic-
tion of the exchange, for taking sum-
mary action in member responsibility
cases and in cases involving violations
of rules regarding decorum, submission
of records or other similar activities,
and for adjudicating membership de-
nial determinations. Nothing in this
part shall be construed to prohibit an
exchange from adopting additional
rules and practices not inconsistent
with those set forth herein.

§8.02 Implementing exchange rules.

(a) Each exchange shall submit to the
Commission for its approval rules im-
plementing the following regulations:
§§8.11, 8.13, 8.15, 8.17, 8.18 and 8.20 of
subpart B and §§8.26 and 8.28 of subpart
C. Any such rule not previously sub-
mitted to the Commission shall not be
put into effect prior to Commission ap-
proval.

(b) An exchange may adopt rules im-
plementing any or all of the following
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